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counties of the State, over 80% of the cities, as well as, numerous school districts, special districts,
housing authorities and other joint powers authorities. CSACEIA is the only joint powers authority in the
State to receive the Government Finance Officers Association’s Certificate of Excellence in Financial
Reporting since June 30, 1994. Financial statements may be obtained from 3017 Gold Canal Drive,
Suite 300, Rancho Cordova, California 95670.

Property Protection. The City also participates in the All Risks Property Protection Program
purchased through CJPRMA, which is primarily underwritten by a casualty insurance company. This
program provides coverage in the amount of $300 million per occurrence, subject to a $25,000 deductible,
premiums, which are negotiated each year, are based on property values and are not subject to retroactive
adjustments.

Post Employment Benefits

In addition to providing pension benefits through PERS, the City provides certain health care
benefits for retired employees under contractual obligations negotiated between the City and various
employee bargaining units. All City management and public safety employees who receive a PERS
retirement allowance upon separation are eligible for coverage under the Retiree Medical Plan at age 50.
Some employees retired for disability may qualify at a younger age. Other miscellaneous employees
receive a PERS retirement allowance with 15 or more years of service at age 50 or 55. Full medical
benefits are continued until age 65 or a maximum of 15 years whichever occurs first. Such coverage
includes the retiree and one dependent. At age 65, cligible retirees are covered under a Medicare
Supplement Plan, which pays secondary to Medicare. This is a lifetime benefit provided to the retired
employee and his or her eligible spouse.

The contributions by the City to finance these benefits are made on a pay-as-you-go basis.
Substantially all of the employees of the City may become eligible for these benefits. Table 21
summarizes contributions made by the City for participating retirees.

Table 21
City of Stockton
Contributions to Post Employment Health Benefits
Fiscal Years 2003-04 through 2007-08

Contribution Amount

Fiscal Year No. of Retirees ($.in 000’s)
2003-04 525 $7,303
2004-05 656 8,179
2005-06 694 7,162
2006-07 730 7,855
2007-08 753 9,193

Sources: Comprehensive Annual Financial Reports for the Fiscal Years Ended June 30, 2004 through 2008.

In June 2004, the Governmental Accounting Standards Board (“GASB”) issued Statement No. 45
(“GASB 45”), which addresses how state and local governments should account for and report their costs
and obligations related to post-employment health care and other non-pension benefits (“OPEB>).
GASB 45 generally rcquircs that employers account for and report the annual cost of OPEB and the
outstanding obligations and commitments related to OPEB in essentially the same manner as they
currently do for pensions. Annual OPEB cost for most employers will be based on actuarially determined
amounts that, if paid on an ongoing basis, generally would provide sufficient resources to pay benefits as
they come due. The provisions of GASB 45 may be applied prospectively and do not require
governments to fund their OPEB plans. An employer may establish its OPEB liability at zero as of the
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beginning of the initial year of implementation. However, the unfunded actuarial liability is required to
be amortized over future periods on the income statement. GASB 45 also established disclosure
requirements for information about the plans in which an employer participates, the funding policy
followed, the actuarial valuation process and assumptions, and for certain employers, the extent to which
the plan has been funded over time. In addition, if the employer does not have dedicated assets or
funding arrangements to pay for the benefits, GASB 45 requires that the OPEB liability be recognized on
an accounting basis. Currently, the City does not have any dedicated assets or funding arrangements for
payment of OPEB liabilities. These disclosure requirements will be effective for the City’s Fiscal Year
ending June 30, 2008.

The implementation of GASB 45 has resulted in a substantial increase in the annual expense
recognized by the City for post-retirement health care benefits. The City retained the services of Bartel
Associates LLC an independent actuary (the “Actuary”) to prepare an actuarial valuation of the annual
OPEB costs as of June 30, 2007 for all eligible City participants in PERS under the current contribution
schedule. The total liability was estimated to be $388 million as of June 30, 2007. In Fiscal Year
2007-08, the City reported $33 million in OPEB expense, an increase of $25 million compared to Fiscal
Year 2006-07.

The Actuary calculated the normal cost and the unfunded actuarial liability at assumed discount
rates equal to 4.5% and 7.5% per annum, compounded annually. The results contained in the report of the
Actuary, using 20-year and 30-year amortization periods, are set forth below. GASB 45 also requires the
calculation of an Annual Required Contribution (the “ARC”) which consists of: (i} the normal cost, for
the post-retirement benefits; (it) amortization of costs attributed to past service; and (iii) an adjusting
element to reflect difference between funding and expensing in previous years. However, there is no
requirement under GASB 45 that the ARC actually be funded.

Preliminary Discount Rate and Amortization Period Sensitivity

(8000°s Omitted)
Assumed Discount Rate
4.5% 7.0%

Amortization Period: 20 Years 30 Years 20 Years 30 Years
Present Value of all Projected Benefits (PVPB) $592,154 $592,154 $381,958 $381,958
Payroll $98.464 $98,464 $98.464 $98,464
Funded Status

AAL $388,303 $388.303 $284.115 $284,115

Assets $0 $0 $0 $0

UAAL $388,303 $388,303 $284,115 $284,115

UAAL as % of Payroll 395% 395% 289% 289%
Fiscal Year 2007-08 ARC

Normal Cost $17,784 $17,784 $10,573 $10,573

UAAL Amortization 16,017 22.691 20,888 16,215

ARC $40,475 $33,801 $31,461 $26,788

ARC as % of Payroll 41.1% 34.4% 32.0% 27.2%

Source: Bartel Associates LLC.
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For fiscal years beginning after December 15, 2006, GASB 45 requires that post-retirement
medical plan liabilities be recognized on an accounting basis, if there are no dedicated assets or funding
arrangements. This City does not have any dedicated assets or funding arrangements.

Table 22 summarizes the funded status for the OPEB liability as of June 30, 2008 based upon the
most recent actuarial valuation dated June 30, 2007.

Table 22
City of Stockton
Schedule of Defined OPEB Plan Funded Status
Unfunded
(Overfunded)
Normal Actuarial Annual Liability
Valuation Accrued Value of Unfunded Funded Covered as % of
Date Liability Assets Liability Status Payroll Payroll
(June 30) (a) ()] (a-b) (b/a) (c) (a-b/c)
2007 $388,303 $0 $388,303 0.0% $98,464 395%

Source: Bartel Associates LL.C.
Long-Term General Fund Obligations

The City has never defaulted on the payment of principal of or interest on any of its indebtedness.
Table 22 summarizes the general fund obligations of the City.

No General Obligation Bonds. The City does not have any authorized but unissued general fund
obligation debt outstanding.

Pension Obligation Bonds. In 2007, the City issued taxable pension obligation bonds to refund a
portion of the City’s unfunded actuarial liability with respect to retirement benefits accruing to City
members of the California Public Employees’ Retirement System.

Lease Obligations. The City has made use of various lease arrangements with private and public
financing entities, nonprofit corporations and authorities for the use and acquisition of capital assets.
These capital lease obligations had terms ranging from 25 to 32 years. The longest capital lease
terminates in 2048. For a summary of the City’s long-term debt as of June 30, 2009, see APPENDIX B—
“CITY OF STOCKTON COMPREHENSIVE ANNUAL FINANCIAL REPORT FOR THE FISCAL YEAR ENDED
JUNE 30, 2008—Notes to Financial Statements—Note 6—-Long-Term Debt.”

(Remainder of this Page Intentionally Left Blank)
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Direct and Overlapping Debt

Table 24 sets forth the Statement of Direct and Overlapping Debt for the City of Stockton as of

August 1,2009.
Table 24
City of Stockton

Statement of Direct and Overlapping Debt

2008-09 Assessed Valuation: $21,444,225,289
Redevelopment Incremental Valuation: 2.540,938.745
Adjusted Assessed Valuation: $18.903,286,544

OVERLAPPING TAX AND ASSESSMENT DEBT:
San Joaquin Delta Community Coliege District
Stockton Unified School District
Lodi Unified School District
Lodi Unified School District School Facilities Improvement District No. 1
Lincoln Unitied School District
Lincoln Unified School District Community Facilities District No. 1
Manteca Unified School District
Manteca Unified School District Community Facilities District No. 1989-1
Tracy Joint Unified School District and School Facilities Improvement District No. 3
City of Stockton Community Facilities District No. 1
City of Stockton Community Facilities District No. 90-1
City of Stockton Community Facilitics District No. 90-2
City of Stockton Community Facilities District No. 90-4
City of Stockton Community Facilities District No. 96-1
City of Stockton Community Facilities District No. 99-02
City of Stockton Community Facilities District No. 2001-1 (Spanos Park West)
City of Stockton Community Facilities District No. 2003-1
City of Stockton Community Facilities District No. 2006-1
City of Stockton Community Facilities District No. 2006-3
City of Stockton 1915 Act Bonds
Reclamation District No. 2042 Community Facilities District No. 2001-1
San Joaquin Area Flood Control Assessment District
TOTAL OVERLAPPING TAX AND ASSESSMENT DEBT

DIRECT AND OVERLAPPING GENERAL FUND DEBT:
San Joaquin County Certificates of Participation
Lincoln Unified School District Certificates of Participation
Lodi Unified School District Certificates of Participation
Stockton Unified School District Certificates of Participation
City of Stockton General Fund Obligations
City of Stockton Pension Obligations
South San Joaquin Irrigation District Certificates of Participation
TOTAL GROSS DIRECT AND OVERLAPPING GENERAL FUND DEBT

Less: Stockton Unified School District QZABs supported from investment fund payments

South San Joaquin Irrigation District (100% self-supporting)
TOTAL NET DIRECT AND OVERLAPPING GENERAL FUND DEBT

GROSS COMBINED TOTAL DEBT
NET COMBINED TOTAL DEBT

(1) Excludes issue to be sold.

% Applicable
29917%
80.835
36.192
84.857
87.284
81.352
19.676

100.
0.005
100.
100.
100.
100.
100.
100.
100.
100.
100.
100.
100.
18.211
81.467

33.165%
87.284
36.192
80.835
100.
100.
1.047

Debt 8/1/09
$ 45,870,302
218,436,379
37.149.278
38,435,978
41,648,797
27,245,852
12,220,174
35,716,013
3,497
23,650,000
4,455,000
18,150,000
9,170,000
2,250,000
19,065,000
20,255,000
3,015,000
3,955,000
6,100,000
59,835,000
1,302,997
7.568.284
$635,497,551

$ 65,378,165
2,740,718
17,259,965
34,546,924

145,920,000 (1)

125,040,000
39315
$390,925,087
5,363,402

39.315

$385,522,370

$1,026,422,638
$1,021,019,921

@)

(2) Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and tax allocation bonds and non-bonded capital lease

obligations.

Ratios to 2008-09 Assessed Valuation:
Total Overlapping Tax and Assessment Debt .........occvevervevrerienn, 2.96%

Ratios to Adjusted Assessed Valuation:
Combined Direct Debt ($270,960,000).....
Gross Combined Total Debt ... .5.43%
Net Combined Total Debt ....5.40%

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/09: $0

weee 1.43%

Source: California Municipal Statistics, Inc.
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CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES,
REVENUES AND APPROPRIATIONS

Article XTI A of the California Constitution

On June 6, 1978, California voters approved an amendment (commonly known as both
Proposition 13 and the Jarvis-Gann Initiative) to the California Constitution. This amendment, which
added Article XIII A to the California Constitution, among other things affects the valuation of real
property for the purpose of taxation in that it defines the full cash property value to mean “the county
assessor’s valuation of real property as shown on the 1975-76 tax bill under “full cash value,” or
thereafter, the appraised value of real property newly constructed, or when a change in ownership has
occurred after the 1975 assessment.” The full cash value may be adjusted annually to reflect inflation at a
ratc not to cxceed 2% per year, or a reduction in the consumer price index or comparable local data at a
rate not to exceed 2% per year, or reduced in the event of declining property value caused by damage,
destruction or other factors including a general economic downturn. The amendment further limits the
amount of any ad valorem tax on real property to one percent of the full cash value except that additional
taxes may be levied to pay debt service on indebtedness approved by the voters prior to July 1, 1978, and
bonded indebtedness for the acquisition or improvement of real property approved on or after July 1,
1978 by two-thirds of the votes cast by the voters voting on the proposition.

Legislation enacted by the California Legislature to implement Article XIII A provides that all
taxable property is shown at full assessed value as described above. In conformity with this procedure, all
taxable property value included in this Official Statement (except as noted) is shown at 100% of assessed
value and all general tax rates reflect the $1 per $100 of taxable value. Tax rates for voter approved
bonded indebtedness and pension liability are also applied to 100% of assessed value.

The voters of the State subsequently approved various measures which further amended Article
XIIT A. One such amendment generally provides that the purchase or transfer of (i) real property between
spouses or (ii) the principal residence and the first $1,000,000 of the Full Cash Value of other real
property between parents and children, do not constitute a “purchase” or “change of ownership”
triggering reappraisal under Article XIII A. Other amendments permitted the State Legislature to allow
persons over the age of 55 who meet certain criteria or “severely disabled homeowners” who sell their
residence and buy or build another of equal or lesser value within two years in the same county, to
transfer the old residence’s assessed value to the new residence. Other amendments permit the State
Legislature to allow persons who are either 55 years of age or older, or who are “severely disabled,” to
transfer the old residence’s assessed value to their new residence located in either the same or a different
county and acquired or newly constructed within two years of the sale of their old residence.

In the November 1990 election, the voters approved an amendment of Article XIII A to permit
the State Legislature to exclude from the definition of “new construction” certain additions and
improvements, including seismic retrofitting improvements and improvements utilizing earthquake
hazard mitigation technologies constructed or installed in existing buildings after November 6, 1990,

Article XIII A has also been amended to provide that there would be no increase in the Full Cash
Value base in the event of reconstruction of the property damaged or destroyed in a disaster.

Section 51 of the Revenue and Taxation Code permits county assessors who have reduced the
assessed valuation of a property as a result of natural disasters, economic downturns or other factors, to

subsequently “recapture” such value (up to the pre-decline value of the property) at an annual rate higher
than 2%, depending on the assessor’s measure of the restoration of value of the damaged property.
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Section 4 of Article XIII A also provides that cities, counties and special districts cannot, without
a two-thirds vote of the qualified electors, impose special taxes, which has been interpreted to include
special fees in excess of the cost of providing the services or facility for which the fee is charged, or fees
levied for general revenue purposes.

Both the California State Supreme Court and the United States Supreme Court have upheld the
validity of Article XIII A.

Article XIII B of the California Constitution

On November 6, 1979, California voters approved Proposition 4, the Gann Initiative, which
added Article XIII B to the California Constitution. In June 1990, Article XIII B was amended by the
voters through their approval of Proposition 111. Article XIII B of the California Constitution limits the
annual appropriations of the State and any city, county, school district, authority or other political
subdivision of the State to the level of appropriations for the prior fiscal year, as adjusted annually for
changes in the cost of living, population and services rendered by the governmental entity. The
“base year” for establishing such appropriation limit is fiscal year 1978-79. Increases in appropriations
by a governmental entity are also permitted (1)if financial responsibility for providing services is
transferred to the governmental entity, or (2) for emergencies so long as the appropriations limits for the
three years following the emergency are reduced to prevent any aggregate increase above the
Constitutional limit. Decreases are required where responsibility for providing services is transferred
from the government entity.

Appropriations subject to Article XIII B include generally any authorization to expend during the
fiscal year the proceeds of taxes levied by the State or other entity of local government, exclusive of
certain State subventions, refunds of taxes, benefit payments from retirement, unemployment insurance
and disability insurance funds. Appropriations subject to limitation pursuant to Article XIIl B do not
include debt service on indebtedness existing or legally authorized as of January 1, 1979, on bonded
indebtedness thereafter approved according o law by a vote of the electors of the issuing entity voting in
an election for such purpose, appropriations required to comply with mandates of courts or the Federal
government, appropriations for qualified outlay projects, and appropriations by the State of revenues
derived from any increase in gasoline taxes and motor vehicle weight fees above January I, 1990 levels.
“Proceeds of taxes” include, but are not limited to, all tax revenues and the proceeds to any entity of
government from (1) regulatory licenses, user charges, and user fees 10 the extent such proceeds exceed
the cost of providing the service or regulation, (2) the investment of tax revenues and (3) certain State
subventions received by local governments. As amended by Proposition 111, the appropriations limit is
tested over consecutive two-year periods. Any excess of the aggregate “proceeds of taxes” received by
the City over such two-year period above the combined appropriations limits for those two years is to be
returned to taxpayers by reductions in tax rates or fee schedules over the subsequent two years.

As amended in June 1990, the appropriations limit for the City in each year is based on the limit
for the prior year, adjusted annually for changes in the costs of living and changes in population, and
adjusted, where applicable, for transfer of financial responsibility of providing services to or from another
unit of government. The change in the cost of living is, at the City’s option, either (1) the percentage
change in California per capita personal income, or (2) the percentage change in the local assessment roll
for the jurisdiction due to the addition of nonresidential new construction. The measurement of change in
population is a blended average of statewide overall population growth, and change in attendance at local
school and community college (“K-147) districts.

Article XIII B permits any government entity to change the appropriations limit by vote of the
electorate in conformity with statutory and Constitutional voting requirements, but any such voter-
approved change can only be effective for a maximum of four years.
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The City’s appropriations limit for Fiscal Year 2008-09 was $238,181,000, and the amount
shown in the adopted budget as the appropriations subject to limitation was $159,281,000. The City’s
appropriations limit for Fiscal Year 2009-10 is $241,240,000, and the amount shown in the adopted
budget as the appropriations subject to limitation is $128,864,000.

Proposition 218

General. On November 5, 1996, the voters of the State approved Proposition 218, known as the
“Right to Vote on Taxes Act.”” Proposition 218 added Articles XII C and XIII D to the California
Constitution, which contain a number of provisions affecting the ability of cities and counties to levy and
collect both existing and future taxes, assessments, fees and charges.

Article XHI C. Atticle XIII C provides that the initiative power shall not be prohibited or
otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge and that the
power of initiative to affect local taxes, assessments, fees and charges shall be applicable to all local
governments. Article XIII C does not define the terms “local tax,” “assessment,” “fee™ or “charge.” On
July 24, 2006, the Supreme Court held in Bighorn-Desert View Water Agency v. Verjil that the provisions
of Article XIII C applied to rates and fees charged for domestic water use. In that decision, the Court
noted that the decision did not address whether an initiative to reduce fees and charges could override
statutory rate setting obligations. In any event, the City does not believe that Article XIII C grants to the
voters within the City the power to repeal or reduce rates and charges in a manner that would be
inconsistent with the contractual obligations of the City. No assurance can be given that the voters of the
City will not, in the future, approve initiatives which seek to repeal, reduce or prohibit the future
imposition or increase of assessments, fees or charges, including the fees and charges for the Wastewater
System, which are the source of Net Revenues pledged to make the Installment Payments.

The interpretation and application of Proposition 218 will likely be subject to further judicial
determinations, and it is not possible at this time to predict with certainty the outcome of such
determinations.

Article XIIT D. Article XIIID established procedural requirements for the imposition of
assessments, defined to mean any levy or charge upon real property for a special benefit conferred upon
real property, including standby charges. The procedural requirements include the conducting of a public
hearing and an election, by mailed ballot, with notice to the record owner of each parcel subject to the
assessment. If a majority of the ballots returned oppose the assessment, it may not be imposed.

Article XIII D conditions the imposition or increase of any “fee” or “charge™ upon there being no
written majority protest after a required public hearing and, for fees and charges other than for sewer,
water or refuse collection services, voter approval. Article XIII D defines “fee” or “charge” to mean
levies (other than ad valorem or special taxes or assessments) imposed by a local government upon a
parcel or upon a person as an incident of the ownership or tenancy of real property, including a user fee or
charge for a “property-related service.” One of the requirements of Article X1II D is that before a
property related fee or charge may be imposed or increased, a public hearing upon the proposed fee or
charge must be held and mailed notice sent to the record owner of each identified parcel of land upon
which the fee or charge is proposed for imposition. In the public hearing, if written protests of the
proposed fee or charge are presented by a majority of the owners of affected identified parcel(s), an
agency may not impose the fee or charge.

In Howard Jarvis Taxpayers Assaciation v. City of Los Angeles, the Court of Appeal held that
fees for water that are based upon metered amounts used are charges for a commodity and not related to
property ownership and, consequently, Article XIII D does not apply to such fees. However, in a decision
rendered in February 2004, the California Supreme Court in Richmond et al. v. Shasta Community
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Services District, 32 Cal. 4th 409, upheld a Court of Appeals decision that water connection fees were not
property related fees or charges subject to Article XIII D, while at the same time stating in dicta that fees
for ongoing water service through an existing connection were property related fees and charges. In
October 2004, the California Supreme Court granted review of the decision of the Fourth District Court of
Appeal in Bighorn-Desert View Water Agency v. Beringson, 120 Cal. App. 4th 891 (2004), in which the
appellate court had relied on Howard Jarvis Taxpayers Association v. City of Los Angeles and rejected the
Supreme Court’s dicta in Richmond et al. v. Shasta Community Services District. On March 23, 2005, the
California Fifth District Court of Appeal published Howard Jarvis Taxpayers Association v. City of
Fresno, 127 Cal. App.4th 914 (5th Dist. 2005), holding that an “in licu” fee which is payable to the
general fund of the City of Fresno from its water utility and which is included in the water rate structure
of the city was invalid. In reaching its decision, the court concluded that the city’s water rates were
“property related” fees, governed by the limitations of Article XIII D. The City of Fresno requested a
review of this decision by the California Supreme Court, which denied review. On July 24, 2006, the
Supreme Court ruled in Bighorn-Desert View Water Agency v. Verjil. In dicta, the Supreme Court
repeated its previous dicta in Richmond et al. v. Shasta Community Services District that fees and charges
for ongoing water service through an existing connection were property related fees and charges under
Article XIII D,

In addition to the procedural requirements of Article XIII D, under Article XIII D all property
related fees and charges, including those which were in existence prior to the passage of Proposition 218
in November 1996, must meet the following substantive standards: (i) the revenues derived from the fee
or charge cannot exceed the funds required to: provide the property-related service; (ii) the revenues
derived from the fee or charge must not be used for any purpose other than that for which the fee or
charge was imposed; (iii) the amount of a fee or charge imposed upon any parcel or person as an incident
of property ownership must not exceed the proportional cost of the service attributable to the parcel;
(iv) no fee or charge may be imposed for a service unless that service is actually used by, or immediately
available to, the owner of the property in question, fees or charges based on potential or future use of a
service are not permitted, and standby charges, whether characterized as charges or assessments, must be
classified as assessments and cannot be imposed without compliance with Section 4 of Article XIII D
(relating to assessments); and (v) no fee or charge may be imposed for general governmental services
including, but not limited to, police, fire, ambulance or library services where the service is available to
the public at large in substantially the same manner as it is to property owners.

The City believes that its rates comply with the foregoing standards.

Article XIII D provides that nothing in Proposition 218 shall be construed to affect existing laws
relating to the imposition of fees or charges as a condition of property development.

Effect of Proposition 218 and of Possible General Limitations on Enforcement Remedies. The
ability of the City to comply with its covenants under the Indenture and to generate Net Revenues
sufficient to make payments on the 2009 Bonds may be adversely affected by actions and events outside
of the control of the City and may be adversely affected by actions taken (or not taken) under Article XIII
C or Atrticle XIII D by voters, property owners, taxpayers or payers of assessments, fees and charges.
Furthermore, any remedies availabie to the owners of the 2009Bonds upon the occurrence of an event of
default under the Indenture are in many respects dependent upon judicial actions which are often subject
to discretion and delay and could prove both expensive and time consuming to obtain. In addition to the
possible limitations on the ability of the City to comply with its covenants under the Indenture, the rights
and obligations under the 2009 Bonds and the Indenture may be subject to bankruptcy, insolvency,
reorganization, arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting
creditors’ rights, to the application of equitable principles, to the exercise of judicial discretion in
appropriate cases and to limitations on legal remedies against municipal utility districts in the State of
California.
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Before any property related fee or charge may be imposed or increased, written notice must be
given to the record owner of each parcel of land affected by such fee or charge. The City must then hold
a hearing upon the proposed imposition or increase, and if written protests against the proposal are
presented by a majority of the owners of the identified parcels, the City may not impose or increase the
fee or charge. Moreover, except for fees or charges for sewer, water and refuse collection services, or
fees for electrical and gas service, which are not treated as “property related” for purposes of Article
XIII D, no property related fee or charge may be imposed or increased without majority approval by the
property owners subject to the fee or charge or, at the option of the local agency, two-thirds voter
approval by the electorate residing in the affected area.

In addition, Proposition 218 added several requirements making it generally more difficult for
counties and other local agencies to levy and maintain assessments for municipal services and programs.

Finally, Proposition 218 requires that all new local taxes be submitted to the electorate before
they become effective. Taxes for general government purposes of the City require a majority vote and
taxes for specific purposes only require a two-thirds vote. The voter approval requirements reduce the
flexibility of the City Council to deal with fiscal problems by raising revenue and no assurance can be
given that the City will be able to raise taxes in the future to meet increased expenditure requirements.

Emergency Communications System Access Fee Litigation. On June 8, 2004 the City Council
approved Ordinance No. 011-04, entitled the “Emergency Communications System Access Fee
Ordinance” (the “Ordinance”). The Ordinance established a fee, entitled the Emergency Communications
System Access Fee (the “911 Fee™), on every person who maintains access to the City’s 911
communication system by subscribing to local telephone service. The Ordinance further required that
telephone service suppliers, such as Cingular Wireless, Pacific Bell and AT&T Wireless (the “Telephone
Companies”) collect and remit the 911 Fee to the City.

Three cases, Andal, et al. v. City of Stockton, San Joaquin Superior Court case No. CV024300
(filed July 6, 2004), Robinson, et al. v. City of Stockton, San Joaquin Superior Court case No. CV024426
(filed July 27, 2004) and Solari, et al. v. City of Stockton, San Joaquin Superior Court case No.
CV 026908 (filed July 11, 2005) (collectively, the “Consolidated Cases™) were filed alleging that the 911
Fee violated the provisions of Proposition 218 and subsequently consolidated by the court.

Beginning in July of 2004 the Consolidated Cases were filed on behalf of the Telephone
Companies and individual taxpayer plaintiffs (collectively the “Plaintiffs”). The Consolidated Cases have
been the subject of extensive litigation culminating in a judgment in favor of the Plaintiffs entered on
June 21, 2007 (the “Judgment”). The Judgment found specifically that the 911 Fee was an illegal special
tax in violation of Proposition 218.

On August 16, 2007 the City filed its Notice of Appeal in the Third District Court of Appeal. The
City continued to collect the 911 Fee while the appeal was pending.

A final negotiated settlement agreement was accepted by all parties in December 2008. The
settlement resulted in an immediate reduction in revenue from the 911 Fee in the amount of
approximately $2.7 million due to the loss of this revenue source over the third and fourth quarters of
Fiscal Year 2008-09. The annualized revenue loss beginning in Fiscal Year 2009-10 is equal to
approximately $5.4 million.

The revenue expected to be lost as a result of this litigation will place an additional burden on the
General Fund. The full year annualized amount of the 911 Fee collected by the City represents

approximately 3% of General Fund revenues. The Fiscal Year 2008-09 Adopted Revised Budget
includes funding public safety budgets (in the amount of approximately $2.7 million) from the General
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Fund instead of from the special revenue fund into which the 911 Fees had been deposited. Emergency
communication costs have been budgeted in the Fiscal Year 2009-10 General Fund budget without the
benefit of the previously collected 911 Fee. Fire and Police Department (General Fund) budget targets
included these additional costs. As a result, the City believes that the funding concerns associated with
this issue have been addressed and will not have a material adverse effect on the City’s ability to make
timely payments with respect to the 2009 Bonds.

Howard Jarvis Taxpayers Assoc., et al. v. City of Stockton. Commencing in 1978, the City
levied a “fee in lieu of property tax” on properties served by the City’s wastewater and water utilities.
These fees originally were deposited into the General Fund and supported a variety of City functions,
including police, fire, ambulance, and library service. In Fiscal Year 2002-03, the City doubled the fee
rate and revenue from the increase was directed to a special “Infrastructure Reinvestment Fund.” Also in
Fiscal Year 2002-03, the City imposed a “fee in lieu of property tax” on stormwater utility users. As with
the water and wastewater fees, the City designated one-half of this fee for deposit into the General Fund
and one-half for deposit in the Infrastructure Reinvestment Fund.

On October 10, 2006 a lawsuit (Howard Jarvis 1axpayers Assoc., et al. v. City of Stockton (San
Joaquin Superior Court No. CV-030686-CU-JR-STK) was filed contending that the transfers violated
Proposition 218 on the grounds that the transfers caused utility fees to be used for purposes other than
providing the utility services for which the fees were charged. On March 24, 2009 a settlement of this
lawsuit was approved by the Stockton City Council requiring the City’s General Fund to repay $19.49
million over a thirty year period, with the annual repayment of approximately $1.1 million to begin in
Fiscal Year 2010-11 and end Fiscal Year 2039-40.

The agreement has no impact on the City’s General Fund available fund balance or cash estimates
for either Fiscal Year 2008-09 and Fiscal Year 2009-10. The repayment schedule beginning in Fiscal
Year 2010-11 has been incorporated into the long-term financial outlook. As a result, the City believes
that the funding concerns associated with this issue will not have a material adverse effect on the City’s
ability to make timely payments with respect to the 2009 Bonds.

Proposition 1A of 2004

The California Constitution and existing statutes give the legislature authority over property
taxes, sales taxes and the vehicle license fee (the “VLF”). The legislature has authority to change tax
rates, the items subject to taxation and the distribution of tax revenues among local governments, schools,
and community college districts. The State has used this authority for many purposes, including
increasing funding for local services, reducing State costs, reducing taxation, addressing concerns
regarding funding for particular local governments, and restructuring local finance.

The California Constitution generally requires the State to reimburse the local governments when
the State “mandates” a new local program or higher level of service. Due to the ongoing financial
difficulties of the State, it has not provided in recent years reimbursements for many mandated costs. In
other cases, the State has “suspended” mandates, eliminating both responsibility of the local governments
for complying with the mandate and the need for State reimbursements.

The 2004 Budget Act, related legislation and the enactment of Proposition 1A of 2004 (described
below) dramatically changed the State-local fiscal relationship. These constitutional and statutory
changes implemented an agreement negotiated between the Governor and local government officials (the
“State-local agreement™) in connection with the 2004 Budget Act.
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One changge related to the reduction of the VLF rate from 2% to 0.65% of the market value of the
vehicle. In order to protect local governments, which had previously received all VLF revenues, the 1.35
percent reduction in VLF revenue to cities and counties from this rate change was backfilled by an
increase in the amount of property tax revenues they receive. This worked to the benefit of iocal
governments, because the backfill amount annually increases in proportion to the growth in secured roll
property tax revenues, which has historically grown at a higher rate than VLF revenues. Proposition 1A
of 2004 requires the State to provide local governments with equal replacement revenues. k

On November 3, 2004, the voters of the State approved Proposition 1A (“Proposition 1A of
2004”) that amended the California Constitution to, among other things, reduce the State Legislature’s
authority over local government revenue sources by placing restrictions on the State’s access to local
government’s property, salcs and vehicle license fee revenucs.

The 2004 Budget Act, related legislation and the enactment of Proposition 1A of 2004 (described
below) dramatically changed the State-local fiscal relationship. These constitutional and statutory
changes implemented an agreement negotiated between the Governor and local government officials (the
“State-local agreement”) in connection with the 2004 Budget Act.

One change related to the reduction of the VLF rate from 2% to 0.65% of the market value of the
vehicle. In order to protect local governments, which had previously received all VLF revenues, the
1.35% reduction in VLF revenue to cities and counties from this rate change was backfilled by an
increase in the amount of property tax revenues they receive. This worked to the benefit of local
governments, because the backfill amount annually increases in proportion to the growth in secured roll
property tax revenues, which has historically grown at a higher rate than VLF revenues. Proposition 1A
of 2004 requires the State to provide local governments with equal replacement revenues.

Pursuant to statutory changes made in conjunction with amendments to the Fiscal Year 2008-09
State Budget Act, the Fiscal Year 2009-10 State Budget Act and related budget legislation adopted by the
State Legislature and signed by the Governor in February 2009 (collectively, the “February 2009 Budget
Package™), the VLF rate will increase from 0.65% to 1.15% effective May 19, 2009. Of this 0.50%
increase, 0.35% will flow to the State General Fund, and 0.15% will support various law enforcement
programs previously funded by the State General Fund. This increased VLF rate will be effective through
Fiscal Year 2010-11.

As part of the State-local agreement, on November 3, 2004 the voters of the State approved
Proposition LA (“Proposition 1A of 2004”). Proposition 1A of 2004 amended the State Constitution to,
among other things, reduce the Legislature’s authority over local government revenue sources by placing
restrictions on the State’s access to local governments’ property, sales, and VLF revenues as of
November 3, 2004, Pursuant to Proposition 1A of 2004, the State is able to borrow up to 8% of local
property tax revenues but only if the Governor proclaims such action is necessary due to a severe State
fiscal hardship and two-thirds of both houses of the State Legislature apprave the borrowing. Any
amounts borrowed are required to be repaid within three years. Propdsition 1A of 2004 also permits the
State to borrow from local property tax revenues for no more than two Fiscal Years within a period of
10 Fiscal Years, and only if previous borrowings have been repaid. In addition, the State cannot reduce
the local sales tax rate or restrict the authority of the local governments to impose or change the
distribution of the Statewide local sales tax. Proposition 1A of 2004 generally prohibits the State from
mandating activities on cities, counties, or special districts without providing the funding needed to
comply with the mandates, and if the State does not provide funding for the activity that has been
determined to be mandated, the requirement on cities, counties, or special districts to abide by the
mandate is suspended. Proposition 1A of 2004 also expanded the definition of what constitutes a
mandate to encompass State action that transfers to cities, counties, and special districts financial
responsibility for a required program for which the State previously had partial or complete responsibility.
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The State mandate provisions of Proposition 1A of 2004 do not apply to schools or community colleges
or to mandates relating to employee rights.

Future Initiatives

Article XIIT A, Article XIIT B, Proposition 218 and Proposition 1A were each adopted as
measures that qualified for the ballot pursuant to the State’s initiative process. From time to time, other
initiative measures could be adopted, which may place further limitations on the ability of the State, the
City or local districts to increase revenues or to increase appropriations which may affect the City’s
revenues or its ability to expend its revenues.

THE AUTHORITY

The Authority is a joint powers authority, organized pursuant to a Joint Exercise of Powers
Agreement, dated as of June 8, 1990 (the “JPA Agreement™), between the City and the Redevelopment
Agency of the City of Stockton. The JPA Agreement was entered into pursuant to the California
Government Code, commencing with Section 6500. The Authority is a separate entity constituting a public
instrumentality of the State of California and was formed for the public purpose of aiding the financing of
projects for the City and the Redevelopment Agency of the City of Stockton.

The Authority is governed by a five-member Board. The City Council constitutes the Board of the
Authority. The Administrator and Secretary of the Authority are the City Manager and the City Clerk, the
Treasurer/Controller of the Authority is the Chief Financial Officer of the City. The Authority’s powers
include, but are not limited to, the power to issue bonds and to sell such bonds to public or private purchasers
at public or by negotiated sale. The Authority is entitled to exercise the powers common to its members and
necessary to accomplish the purposes for which it was formed. These powers include the power to make and
enter into contracts; to employ agents and employees; to acquire, construct, manage, maintain and operate
buildings, works or improvements; to acquire, hold or dispose of property within the City; and to incur debts,
liabilities or obligations.

LITIGATION

There are various claims and legal actions pending against the City, several of which have a
reasonable possibility for an unfavorable outcome. The nature of these legal actions involve property
claims, personal injury, civil rights violations, challenges to the City’s Emergency Communications
System Access Fee a lawsuit seeking to invalidate the City’s past practice of charging an in lieu of
property tax fee to the utility funds (see “CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES,
REVENUES AND APPROPRIATIONS—Proposition 218—-Emergency Communications System Access Fee
Litigation” and “~Howard Jarvis Taxpayers Assoc., et al. v. City of Stockton”), the City’s building permit
and inspection fees (described below) and the City’s vehicle forfeiture ordinance,.

On May 8, 2008, a complaint for declaratory and injunctive relief Building Industry Association of the
Delta v. City of Stockion, et al. (San Joaquin Superior Court No. 39-2008-00184005-CU-JR-STK) was filed
alleging that the City diverted approximately $13 million from the Public Facilities Fees (the “PFF”’) account
for construction of the Stockton Events Center, accumulated more than $40 million in excessive building
permit fees and diverted approximately $25 million for non building related purposes.

The City contended that from FY 1992-93 through FY 2001-02, the revenues generated from the
collection of building permit fees were insufficient to cover the costs of the services provided by the
City’s Community Development Department (which during that time was accounted for in the General
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Fund) and therefore the City was required to use General Fund monies to subsidize these services
(hereafter, the “Development Services Loan™). The balance of the Development Services Loan in Fiscal
Year 2002-03 was $39,812,120. From Fiscal Year 2002-03 through Fiscal Year 2006-07, the City made
several transfers from the Development Services Fund toward repayment of the Development Services
Loan. At the beginning of Fiscal Year 2007-08, the remaining balance of the Development Services Loan
was $8,062,120.

In December 2008, the City completed a fee study which recommended reductions of the
building permit fees for production homes by approximately 45% and increases in the fees on tenant
improvements by approximately 100%.

During the Fiscal Year 2007-08 annual financial audit, a prior period adjustment in the amount of
$8,062,120 was recorded to establish the remaining balance of $39,812,120 as of June 30, 2008 of the
prior year advance from the General Fund to the Development Services Fund. The advance consisted of a
General Fund subsidy of development services activity from Fiscal Year 1992-93 through Fiscal Year
2001-02. In Fiscal Year 2002-03, Development Services was removed from the General Fund and
established as a special revenue fund. Since that time the City’s Annual Budgets had authorized
operating transfers from the Development Services Fund to the General Fund to repay this obligation.
These prior period adjustments established the remaining balance of $8,062,120 as a General Fund
advance to other funds and a Development Services advance from other funds. These offsetting
adjustments resulted in no effect on total beginning fund balances. The prior audit adjustment was
reflected as a restricted reserve of fund balance within the General Fund.

On July 7, 2009, the City Council accepted the terms of a negotiated settlement agreement
resulting in:(i)within 120 days, (A) consideration by the City to modify the Building Permit Fee as
recommended in the December 2008 fee study, (B) establishing a “Development Oversight Commission”
(the “DOC”) comprised of building professionals and industry representatives, as well as members of the
public appointed by the City Council to review the PFF program and Development Services functions,
provide recommendations to the City Council regarding a comprehensive update to the City’s planning
fees and all transfers or loans from restricted accounts, and make recommendations to the City Council
with respect to the implementation of a reserve policy to fund operations of the Community Development
Department, and (C) amendment of the PFF Administrative Guidelines to provide that any proposed
transfer or loan from a restricted account first be presented to the DOC and then presented to the City
Council as a separate agenda item; (iii) payment of BIA’s attorney’s fees (in the approximate amount of
$195,000); and (iii) forgiveness by the City of the remaining balance of the Development Service Loan,
recorded as a loan receivable asset (and equity restricted reserve) in the General Fund in the amount of
$8,062,120.

Pursuant to the terms of the settlement agreement, the $8,062,120 restricted reserve loan balance,
will be forgiven thus reducing the overall fund balance while maintaining the available fund balance at
the same level as previously estimated. As a result, the City believes that the funding concerns associated
with this issue will not have a material adverse effect on the City’s ability to make timely payments with
respect to the 2009 Bonds.

There is no controversy or litigation now pending against the Authority or the City or, to the
knowledge of their officers, threatened, restraining or enjoining the sale, execution or delivery of the

2009 Bonds or the Leasc Agrecment or the Indenture or in any way contesting or affecting the validity
of the 2009 Bonds or the Lease Agreement or the Indenture.
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TAX MATTERS

Federal tax law contains a number of requirements and restrictions which apply to the Bonds,
including investment restrictions, periodic payments of arbitrage profits to the United States, requirements
regarding the proper use of bond proceeds and the facilities financed therewith, and certain other matters.
The Authority and the City have has covenanted to comply with all requirements that must be satisfied in
order for the interest on the Bonds to be excludable from gross income for federal income tax purposes.
Failure to comply with certain of such covenants could cause interest on the Bonds to become includable
in gross income for federal income tax purposes retroactively to the date of issuance of the Bonds.

Subject to the Authority’s and the City’s compliance with the above-referenced covenants, under
present law, in the opinion of Quint & Thimmig LLP, San Francisco, California, Bond Counsel, interest
on the Bonds (i) is excludable from the gross income of the owners thereof for federal income tax
purposes, (ii) is not included as an item of tax preference in computing the federal alternative minimum
tax for individuals and corporations, and (iii) is not taken into account in computing “adjusted current
earnings” as described below.

The Internal Revenue Code of 1986, as amended (the “Code™), includes provisions for an
alternative minimum tax (“AMT?”) for corporations in addition to the corporate regular tax in certain
cases. The AMT for a corporation, if any, depends upon the corporation’s alternative minimum taxable
income (“AMTI”), which is the corporations’ taxable income with certain adjustments. One of the
adjustment items used in computing the AMTI of a corporation (with certain exceptions) is an amount
equal to 75% of the excess of such corporation’s “adjusted current earnings” over an amount equal to its
AMTI (before such adjustment item and the alternative tax net operating loss deduction). “Adjusted
current earnings™ would generally include certain tax-exempt interest, but not interest on the Bonds.

In rendering its opinion, Bond Counsel will rely upon certifications of the Authority and the City
with respect to certain material facts within their respective knowledge. Bond Counsel’s opinion
represents its legal judgment based upon its review of the law and the facts that it deems relevant to
render such opinion and is not a guarantee of a result.

Ownership of the Bonds may result in collateral federal income tax consequences to certain
taxpayers, including, without limitation, corporations subject to the branch profits tax, financial
institutions, certain insurance companies, certain S corporations, individual recipients of Social Security
or Railroad Retirement benefits and taxpayers who may be deemed to have incurred (or continued)
indebtedness to purchase or carry tax-exempt obligations. Prospective purchasers of the Bonds should
consult their tax advisors as to applicability of any such collateral consequences.

The issue price (the “Issue Price”) for each maturity of the Bonds is the price at which a
substantial amount of such maturity of the Bonds is first sold to the public. The Issue Price of a maturity
of the Bonds may be different from the price set forth, or the price corresponding to the yield set forth, on
the cover page hereof.

Owners of Bonds who dispose of Bonds prior to the stated maturity (whether by sale, redemption
or otherwise), purchase Bonds in the initial public offering, but at a price different from the Issue Price, or
purchase Bonds subsequent to the initial public offering, should consult their own tax advisors.

If a Bond is purchased at any time for a price that is less than the Bond’s stated redemption price
at maturity (the “Reduced Issue Price”), the purchaser will be treated as having purchased a Bond with
market discount subject to the market discount rules of the Code (unless a statutory de minimis rule
applies). Accrued market discount is treated as taxable ordinary income and is recognized when a Bond is
disposed of (to the extent such accrued discount does not exceed gain realized) or, at the purchaser’s
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election, as it accrues. Such treatment would apply to any purchaser who purchases a Bond for a price that
is less than its Revised Issue Price. The applicability of the market discount rules may adversely affect the
liquidity or secondary market price of such Bond. Purchasers should consult their own tax advisors
regarding the potential implications of market discount with respect to the Bonds.

An investor may purchase a Bond at a price in excess of its stated principal amount. Such excess
is characterized for federal income tax purposes as “bond premium” and must be amortized by an investor
on a constant yield basis over the remaining term of the Bond in a manner that takes into account
potential call dates and call prices. An investor cannot deduct amortized bond premium relating to a tax-
exempt bond. The amortized bond premium is treated as a reduction in the tax-exempt interest received.
As bond premium is amortized, it reduces the investor’s basis in the Bond. Investors who purchase a
Bond at a premium should consult their own tax advisors regarding the amortization of bond premium
and its effect on the Bond’s basis for purposes of computing gain or loss in connection with the sale,
exchange, redemption or early retirement of the Bond.

There are or may be pending in the Congress of the United States legislative proposals, including
some that carry retroactive effective dates, that, if enacted, could alter or amend the federal tax matters
referred to above or affect the market value of the Bonds. It cannot be predicted whether or in what form
any such proposal might be enacted or whether, if enacted, it would apply to bonds issued prior to
enactment. Prospective purchasers of the Bonds should consult their own tax advisors regarding any
pending or proposed federal tax legisiation. Bond Counsel expresses no opinion regarding any pending or
proposed federal tax legislation.

The Internal Revenue Service (the “Service™) has an ongoing program of auditing tax exempt
obligations to determine whether, in the view of the Service, interest on such tax exempt obligations is
includable in the gross income of the owners thereof for federal income tax purposes. It cannot be
predicted whether or not the Service will commence an audit of the Bonds. If an audit is commenced,
under current procedures the Service may treat the Issuer as a taxpayer and the Bondholders may have no
right to participate in such procedure. The commencement of an audit could adversely affect the market
value and liquidity of the Bonds until the audit is concluded, regardless of the ultimate outcome.

Payments of interest on, and proceeds of the sale, redemption or maturity of, tax exempt
obligations, including the Bonds, are in certain cases required to be reported to the Service. Additionally,
backup withholding may apply to any such payments to any Bond owner who fails to provide an accurate
Form W 9 Request for Taxpayer Identification Number and Certification, or a substantially identical
form, or to any Bond owner who is notified by the Service of a failure to report any interest or dividends
required to be shown on federal income tax returns. The reporting and backup withholding requirements
do not affect the excludability of such interest from gross income for federal tax purposes.

In the further opinion of Bond Counsel, interest on the Bonds is exempt from California personal
income taxes.

Ownership of the Bonds may result in other state and local tax consequences to certain taxpayers.
Bond Counsel expresses no opinion regarding any such collateral consequences arising with respect to the
Bonds. Prospective purchasers of the Bonds should consult their tax advisors regarding the applicability
of any such state and local taxes.

The complete text of the final opinion that Bond Counsel expects to deliver upon the issuance of
the Bonds is set forth in APPENDIX E—“PROPOSED FORM OF BOND COUNSEL OPINION.”
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RATING

Standard & Poor’s Ratings Services, a division of The McGraw Hill Companies, Inc. (“S&P™)
has assigned an underlying rating of “A” to the 2009 Bonds. Such rating reflects only the views of
S&P and any desired explanation of the significance of such rating should be obtained from S&P at
the following address: Standard & Poor’s Corporation, 25 Broadway, New York, New York 10004.
Generally, a rating agency bases its rating on the information and materials furnished to it and on
investigations, studies and assumptions of its own. There is no assurance such rating will continue for
any given period of time or that such ratings will not be revised downward or withdrawn entirely by
the respective rating agency, if in the judgment of such rating agency may have an adverse effect on
the market price of the 2009 Bonds.

APPROVAL OF LEGALITY

Legal matters incident to the delivery of the 2009 Bonds are subject to the approving opinion of
Quint & Thimmig LLP, San Francisco, California, Bond Counsel. Copies of such opinion will be
available at the time of delivery of the 2009 Bonds. Certain matters will be passed upon for the City and
the Authority by the City Attorney for the City, the Authority and the Underwriter by Lofton & Jennings,
San Francisco, California, Disclosure Counsel and for the Underwriter by Jones Hall, A Professional Law
Corporation, San Francisco, California, Underwriter’s Counsel.

The compensation of Bond Counsel and Disclosure Counsel are contingent upon the execution
and delivery of the 2009 Bonds.

FINANCIAL ADVISOR

Del Rio Advisors, LLP, Modesto, California, has served as Financial Advisor to the City with
respect to the sale of the 2009 Bonds. The Financial Advisor has assisted the City in the review of this
Official Statement and in other matters relating to the planning, structuring, execution and delivery of the
2009 Bonds. The Financial Advisor has not independently verified any of the data contained herein or
conducted a detailed investigation of the affairs of the City to determine the accuracy or completeness of
this Official Statement. Due to their limited participation, the Financial Advisor assumes no
responsibility for the accuracy or completeness of any of the information contained herein.

The Financial Advisor will receive compensation from the City contingent upon the sale and
delivery of the 2009 Bonds.
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UNDERWRITING

The Underwriter has reviewed the information in this Official Statement pursuant to its
responsibilities to investors under the federal securities laws, but the Underwriter does not guarantee
the accuracy or completeness of such information.

The 2009 Bonds are being purchased by RBC Capital Markets Corporation (the “Underwriter”).
The Underwriter has agreed, subject to certain conditions, to purchase such 2009 Bonds at the purchase
price of $34,010,178.20 (representing the aggregate principal amount of the 2009 Bonds of $35,080,000,
less an original issue discount in the amount of $775,149.80, and less an Underwriter’s discount in the
amount of $294,672.00). The Purchase Contract, dated August 20, 2009 relating to the 2009 Bonds (the
“Purchase Contract™) provides that the Underwriter will purchase all of the 2009 Bonds if any are
purchased, the obligation to make such purchase being subject to certain terms and conditions set forth in
the Purchase Contract, the approval of certain legal matters by counsel and certain other conditions.

The Underwriter may offer and sell the 2009 Bonds to certain dealers and others at prices lower
than the offering prices stated on the inside cover page. The offering prices may be changed from time to
time by the Underwriter.

CONTINUING DISCLOSURE

The City has covenanted for the benefit of holders and beneficial owners of the 2009 Bonds to
provide annually, while any Certificates are outstanding, certain financial information and operating data
relating to the 2009 Bonds by not later than 270 days after the end of each fiscal year (the “Annual
Report”) commencing with the report for the Fiscal Year 2008-09, and to provide notices of the
occurrence of certain enumerated events, if material. The Annual Report and any notices of material
events will be filed by the City with the Municipal Securities Rulemaking Board through its Electronic
Municipal Market Access site. The specific nature of the information to be contained in the Annual
Report or the notices of material events is set forth in APPENDIX D-“FORM OF CONTINUING DISCLOSURE
CERTIFICATE.” These covenants have been made in order to assist the Underwriter in complying with
S.E.C. Rule 15¢2-12(b)(5).

The City has timely filed all of its prior annual reports and material event notices, if any.
However, in several cases, certain items of information required to be contained in such reports were
unintentionally omitted. As of the date hereof, the City has filed all required missing informational items

for such reports. As a result of the implementation of certain administrative changes, the City believes it
will be in full compliance with its continuing disclosure obligations in the future.

(Remainder of this Page Intentionally Left Blank)
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MISCELLANEOUS

The summaries and descriptions of provisions of the Indenture, the Site and Facility Lease, the Lease
Agreement, the Continuing Disclosure Certificate, the purchase contract pursuant to which the Underwriter is
purchasing the 2009 Bonds, and all references to other materials not purporting to be quoted in full are
qualified in their entirety by reference to the complete provisions of the documents and other materials
summarized or described. Copies of such documents may be obtained from the Trustee or, during. the
offering period, from the Underwriter. The Appendices are integral parts of this Official Statement and must
be read together with all other parts of this Official Statement.

Any statements in this Official Statement involving matters of opinion, whether or not expressly so
stated, are intended as such and not as representations of fact. This Official Statement does not constitute
an agreement between the Authority, the City or the Underwriter and the purchasers or owners of any of
the 2009 Bonds.

This Official Statement, and its distribution and use by the Underwriter, has been duly authorized
and approved by the City and the Authority.

STOCKTON PUBLIC FINANCING AUTHORITY

7/7,/ )~
By: /s/ Mark Moses

Treasurer

CITY OF STOCKTON

By: /s/ Mark Moses 72‘/;&

Chief Financial Officer
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APPENDIX A

GENERAL, ECONOMIC AND DEMOGRAPHIC INFORMATION
RELATING TO THE CITY OF STOCKTON

The following information concerning the City and surrounding areas is included only for the
purpose of supplying general information regarding the community. The 2009 Bonds are not a debt of
the City, the Siate or any of its political subdivisions and neither the City, the State, nor any of its political
subdiivisions is liable therefor. See “SECURITY AND SOURCES OF PAYMENT FOR THE 2009 BONDS.”

Overview

The City is a charter city incorporated in 1850. The City is the county seat of San Joaquin
County and is located in California’s San Joaquin Valley, 78 miles east of the San Francisco Bay Area,
345 miles north of Los Angeles and 45 miles south of Sacramento. The County of San Joaquin covers
approximately 1,400 square miles. The County is bounded by Sacramento County on the north and by
Stanislaus County on the south. The City is a municipal corporation and a chartered city, duly organized
and existing under the constitution and laws of the State.

The City is one of the fastest growing areas in California. Since the County has large and
growing services, retail trade and manufacturing employment sectors. Agriculture and agricultural related
industries, such as food processing, are also major employers in the County.

Governing Body

The City operates under a Council/Manager form of government, with a seven-member City
Council (current members were elected by district voting) for staggered four-year terms. Under this form
of government, policy making and legislative authority is entrusted to the City Council. The Mayor and
representatives from six districts by City-wide election for staggered four-year terms, with a two-term
limit. Newly elected representatives are sworn in on the first Tuesday of January of each even-numbered
year. The City Council is also the governing board of the Redevelopment Agency.

The City Manager is responsible for carrying out policies and ordinances of the City Council for
appointing heads of departments and overseeing the operation of the City. The City Manager, the City
Attorney, the City Auditor and the City Clerk are appointed by the City Council.

(Remainder of this Page Intentionally Left Blank)
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The Mayor, current members of the City Council and key administrative personnel of the City are

listed in Table A-1 and Table A-2, respectively.

TABLE A-1
CITY OF STOCKTON
Mayor and City Councilmembers
Name Office Term Expires Occupation
Ann Johnston Mayor 12/31/12 Retired
Katherine M. Miller Vice Mayor, District 2 12/31/12 Attorney
Elbert H. Holman Councilmember, District 1 12/31/10 Businessman
Leslie Baranco Martin Councilmember, District 3 12/31/10 Businessman
Diana Lowery Councilmember, District 4 12/31/12 Educator
Susan Talamantes Eggman Councilmember, District 5 12/31/10 Associate Professor
Dale Fritchen Councilmember, District 6 12/31/12 Retired
TABLE A-2
CITY OF STOCKTON
Key Administrative Personnel
Member Position

J. Gordon Palmer, Jr. City Manager

Richard (Ren) E. Nosky, Jr. City Attorney

Mark Moses Chief Financial Officer

Janet Salvetti Assistant Director of Administrative Services

Kathleen VonAchen Finance Officer

Joe Maesiretti Budget Officer

Katherine Gong Meissner City Clerk

The City provides a full range of municipal services. As provided in the City Charter, these
services include public safety (police, fire, paramedics, water rescue and building inspection),
sanitation (solid waste disposal, wastewater and stormwater utilities), water utility, community
development, library, parks and recreation and general administrative services. Budgeted City full-
time employees number 1,584 for Fiscal Year 2009-10, all of which are full-time permanent
employees. Of the full-time employees, 558 are assigned to the Police Department and 296 to the
Fire Department. Fire protection service is provided by the City, which has 13 stations and one fire

training facility within its borders.

(Remainder of this Page Intentionally Left Blank)
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Population
Population information is set forth in Table A-3.

TABLE A-3
CITY OF STOCKTON, COUNTY OF SAN JOAQUIN AND STATE OF CALIFORNIA
Population
(As of January 1)

Year City of Stockton County of San Joaquin State of California
2000 243,771 563,598 33,838,086
2005 278,858 652,248 36,676,931
2006 284,509 664,889 37,086,191
2007 287,189 674,331 37,472,074
2008 288,499 682,316 37,883,992
2009 290,409 689,480 38,292,687

(1)  Decennial Census.

(#3] Preliminary.

Source: U.S. Census Bureau for the decennial census. California State Department of Finance, Table 2: E-4Population
Estimates for Cities, Counties and State, 2001-2009 with 2009 Benchmark.

(Remainder of this Page Intentionally Left Blank)
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Table A-4 table represents the labor patterns in the City, the County, the State, and the United States

from 2004 through 2008.

Year and Area
2008

City

County

State

United States
2007

City

County

State

United States

2006
City
County
State
United States

2005
City
County
State
United States

2004
City
County
State
United States

Labor Force

123,900
297,200
18,391,800
154,287,000

122,400
295,000
18,188,100
153,124,000

119,200
287,800
17,901,900
151,428,000

118,400
285,900
17,740,400
149,321,000

117,400
283,000
17,538,800

Table A-4
CITY OF STOCKTON, SAN JOAQUIN COUNTY,
STATE OF CALIFORNIA AND UNITED STATES
Civilian Labor Force, Employment, and Unemployment

2004 through 2008
Unemployment
Employment Unemployment Rate
108,200 15,800 12.7%
266,100 31,000 10.4
17,059,600 1,332,300 72
145,362,000 8,924,000 5.8
110,100 12,300 10.0
270,800 24,200 8.2
17,208,900 979,200 5.4
146,047,000 7,078,000 4.6
108,300 10,900 9.1
266,400 21,400 7.4
17,029,300 872,600 49
144,427,000 7,001,000 4.6
107,500 10,900 9.2
264,000 21,900 7.6
16,782,300 958,100 54
141,730,000 7,591,000 5.1
105,300 12,100 10.3
258,600 24,400 8.6
16,444,500 1,094,300 6.2
139,252,000 8,149,000 5.5

147,401,000

Sources: California State Employment Development Department and U.S. Department of Labor, Bureau of Labor Statistics.

A-4
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Employment and Industry

Approximately 3,000 acres in the City are zoned for light and heavy industry. Included in this
acreage are 15 industrial parks with all on/site improvements. Six industrial parks are rail served.

The largest employers in the City as of Fiscal Year 2007-08 are set forth in Table A-5.

Company

San Joaquin County'

Stockton Unified School District
St. Joseph’s Regional Health System

City of Stockton
Dameron Hospital
Kaiser Permanente
Diamond Walnut
Washington Mutual
University of the Pacific

California Department of Transportation

t Includes employees of the San Joaquin General Hospital.
Source: City of Stockton Economic Development Department and Human Resources Department.

Table A-5
CITY OF STOCKTON
Largest Employers Fiscal Year 2007-08

Product/Service
County Government
Public Education
Health Care

City Government
Health Care
Health Care
Food Processing
Banking

Private College
State Highways

(Remainder of this Page Intentionally Left Blank)
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The Industry Employment and Labor Force for the Stockton Metropolitan Statistical Area (MSA)

are set forth in Table A-6. The central city of the Stockton MSA is the City.

2006
223,400
14,300
209,100
37,700
21,700
9,800
27,200
13,500
2,500
9,900
18,500
26,100
17,300
6,800

Table A-6
STOCKTON MSA
Industry Employment’ and Labor Force
By Annual Average
March 2008 Benchmark

2004 2005

Total All Industries 216,500 221,000
Agriculture 16,000 15,200
Nonagriculture 200,700 205,800
Goods Producing 36,200 37,800
Manufacturing 20,700 20,900
Wholesale Trade 8,200 9,100
Retails Trade 25,900 26,900
Transportation, Warehousing, Utilities 13,300 13,000
Information 2,800 2,600
Financial Activities 9,600 9,800
Professional and Business Services 17,900 18,100
Education and Health Services 24,400 25,600
Leisure and Hospitality 16,800 17,100
Other Services 6,300 6,400
Government 39,400 39,600

39,600

2007
225,900
14,500
211,500
35,900
21,900
10,500
26,900
13,900
2,500
9,900
18,300
27,700
17,800
7,700
40,300

2008
221,000
14,900
206,100
33,000
21,400
10,500
25,600
14,300
2,300
9,300
17,400
28,500
17,500
7,600
40,300

+ Industry employment is by place of work; excludes self-employed individuals, unpaid family workers, and household

domestic workers on strike.

Source: State of California Employment Development Department, Labor Market Information Division.

Personal Income

Total personal income is defined by the Bureau of Economic Analysis, an agency of the U.S.
Department of Commerce, as income received from all sources, including income received from
participation in production as well as from government and business transfer payments. It represents the
sum of compensation received by employees, supplements to wages and salaries, proprietors’ income
with inventory valuation adjustment and capital consumption adjustment (the “CCAdj*), rental income of
persons with the CCAdj, personal income receipts on assets, and personal current transfer receipts, less
contributions for government social insurance. Per capita income is calculated as the personal income
divided by the resident population based upon the Census Bureau’s annual midyear population estimates.

(Remainder of this Page Intentionally Left Blank)
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Table A-7 summarizes the total personal income and per capita income for the Stockton
Metropolitan Statistical Area (an “MSA”), the State and the United States for the calendar years 2004
through 2008. The principal city for the Stockton MSA is the City.

Table A-7
STOCKTON METROPOLITAN AREA,
STATE OF CALIFORNIA AND UNITED STATES
Personal Income

Per Capita
Personal Income Personal Income

Year and Area (millions of dollars) (dollars)
2008'

Stockton MSA N/A N/A

State $1,569,370 $42,696

United States 12,086,534 39,751
2007

Stockton MSA $19,195 $28,739

State 1,520,755 41,805

United States 11,634,322 38,615
2006°

Stockton MSA 18,273 27,144

State 1,434,910 39,358

United States 10,966,808 36,629
2005

Stockton MSA 17,332 26,071

State 1,347,943 36,936

United States 10,284,378 34,471
2004

Stockton MSA 16,603 25,570

State 1,265,657 35,380

United States 9,711,271 33,090

1 Preliminary.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

(Remainder of this Page Intentionally Left Blank)
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Building activity for the past five years for which data is available in the City is shown in

Table A-8.
Table A-8
CITY OF STOCKTON
Total Building Permit Valuations’
(3 in thousands)
2004 2005 2006 2007 2008
Permit Valuation
New Single Family $585,834.6 $532,975.4 $233,1562 $151,268.0  $43,049.2
New Multiple Family 6,735.1 6,857.5 9,925.8 10,887.0 708.0
Residential Alterations/Additions 14,781.1 20,192.0 18,172.9 15,2249 13.773.0
TOTAL RESIDENTIAL $607,350.9 $560,024.9 $261,2549 $177,379.9  $57,530.1
New Commercial $59,935.1 $100,896.4 $94,168.5 $151,461.9 $153,853.4
New Industrial 25,704.5 7,124.3 27,6475 73,777.8 37,1459
New Other 28,639.5 28,396.9 27,823.7 73,0519 13,264.9
Commercial Alternations/Additions 42,698.3 40.874.2 49.685.5 58.239.2 62.446.4
TOTAL NONRESIDENTIAL $156,977.4 $177,291.9 $199.325.1 $356,530.8 $266,710.6
New Dwelling Units
Single Family 3,138 2,312 929 617 164
Multiple Family _136 _ 83 _91 _89 _8
TOTAL 3,274 2,395 1,020 706 172

+  Certain columns may not total due to rounding.
Source: Construction Industry Research Board, Building Permit Summary.

Public Impact Fees

In July 1988, the City Council adopted Ordinance No. 56-88 C.S. (the “Ordinance”) establishing
procedures for the collection and expenditure of fees imposed as a condition of new development within
the City. Pursuant to the Ordinance, impact fees are imposed for each of the following types of public
facilities: Air Quality Mitigation, City Office Space, Community Recreation Centers, Fire Stations,
Libraries, Parkland, Street Tree and Street Signs, Police Stations, Public Facilities Fees Administration,
Street Light In-Lieu and Traffic Signals.

The City expects that the Public Facilities Impact Fees generated from the General City Office
Space, Fire Stations, Parkland, Street Tree and Street Signs and Police Stations will be sufficient to pay
the debt service, when due on the 2009 Bonds. See also “SECURITY AND SOURCES OF PAYMENT FOR THE
2009 BONDS” and “CITY FINANCIAL INFORMATION.”
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The table below summarizes revenues and expenditures for the Public Facilities Impact Fees

Capital Projects Fund for Fiscal Year 2003-04 through 2007-08.

Table A-9

CITY OF STOCKTON
Statement of Revenues, Expenditures and Charges in Fund Balances

Public Facilities Impact Fees
Fiscal Years 2003-04 through 2007-08

($ in thousands)
2003-04 2004-05 2005-06 2006-07 2007-08
REVENUES:
Intergovernmental:

Other government 0 0 0 $44 0
Charges for services $28,122  $26,141  $28,179 21,468  $24,251
Use of money and property 47 67 48 29 86
Investment income:

Interest income 1,373 1,397 1,313 2,496 2,896

Net increase (decrease) in fair value of investments (1,111) 107 140 648 450
Refunds and reimbursements 0 l 3 2 3
Miscellaneous 0 88 0 0 0

TOTAL REVENUES 28,431 27,801 29,683 24,687 27,686
EXPENDITURES:
General government 1,292 2,049 2,194 0 0
Public safety 152 196 144 0 0
Public works 1,761 974 1,060 0 0
Library 255 268 1,042 0 0
Park and recreation 355 123 421 0 0
Capital Outlay 22.096 26,453 16,639 20.847 26.029
TOTAL EXPENDITURES 25,911 30,063 21,500 20,847 26,029
Excess (deficiency) of revenues Over (under) 2,520 (2,262) 8,183 3,840 1,657
expenditures (Budgetary Basis)
OTHER FINANCING USES:
Transfers out (199) (146) (147) (89) (137)
Net change in Fund Balance (Budgetary Basis) 2,321 (2,408) (14,071) 3,751 1,520
BASIS ADJUSTMENT:
Encumbrances 0 0 22,107 0 0
Net Change in Fund Balance (GAAP Basis) 0 0 8,036 0 0
Fund Balance, Beginning of Year 47,297 49,618 47,210" 55,246 58,997
Fund Balance, End of Year $49.618 $47,210  $55,246 $58,997 $60,517

+ Restated.

Sources: Comprehensive Annual Financial Reports for the Fiscal Years ended June 30, 2004 through 2008.
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Transportation

The City is located on Interstate 5, the West Coast’s major route from Canada to Mexico. The
City’s cross-town freeway connects Interstate 5 with State Route 99, the State’s other principal north-
south freeway, and State Route 99, California’s other principal north-south highway. The City also
benefits from direct highway connections to the San Francisco Bay Area via Interstate 580, and to the
Reno-Lake Tahoe area via Interstate 80. Thirty-five major transcontinental truck lines and nearly 200
contract carriers serve the City and provide overnight delivery to Los Angeles, San Francisco and Reno.
The City is also served by Greyhound and the San Joaquin Regional Transit District.

The City is served by the rail services of Santa Fe, Southern Pacific, and Union Pacific systems in
addition to three short line railroads: Central California Traction Company, Tidewater Southern, and
Stockton Terminal and Eastern Rajlroad. Passenger service is provided by Amtrak.

The Stockton Metropolitan Airport, located on 1,449 acres on the southern boundary of the City,
is a general aviation facility offering both passenger and freight transport services. It has six air carrier
gates adjoining a 44,355 square foot terminal building.

The Port of Stockton is the largest inland deep water port in the State. It is located on the
Stockton deepwater ship channel and encompasses a 2,000 acre operating area. The Port has berthing
space for 17 vessels, 1.1 million square feet of dockside transit sheds and shipside rail trackage, and
7.7 million square feet of warehousing, and is 75 nautical miles east of the Golden Gate Bridge.

Railroad service is provided to the City by Burlington Northern, Santa Fe and the Union Pacific
railroads. Daily passenger service by Amtrak is available to San Francisco, Los Angeles and Sacramento.

Education and Recreation

Education. Within the City, there are five post-secondary institutions, San Joaquin Deita
Community College, California State University Stanislaus-Stockton (extension), University of the
Pacific, Humphrey’s College and School of Law and National University (private).

The majority of students living within City limits attend schools operated by one of four unified
school districts providing kindergarten through grade 12 education: the Stockton Unified School District,
the Lodi Unified School District, the Lincoln Unified School District and the Manteca Unified School
District. In Fiscal Year 2007-08, the most recent data available, according to State Department of
Education data, 38,408 students attended classes in the Stockton Unified School District. There are
five high schools, four middle schools, 41 elementary schools (kindergarten through grade 6), one
kindergarten through grade 12 school, one alternative school, two community day schools, two special
education schools, one continuation school and three charter schools in the Stockton Unified School
District. Preschool and adult education classes are also offered by the Stockton Unified School District.

In Fiscal Year 2007-08, 16,390 students attended classes in the Lodi Unified School District
located within the City (three high schools, one continuation school, three middle and/or junior high
schools, 12 elementary (kindergarten through grade 6) schools and one alternative school); 8,572 attended
schools in the Lincoln Unified School District located within the City (one high school, one continuation
high school, one middle school, seven kindergarten through grade 8 schools and two kindergarten through
grade six schools); and 5,126 students attended schools in Manteca Unified School District located within
the City (two high schools and three kindergarten through grade eight schools).

A-10
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The Escalon Unified School District, the Holt Union Elementary School District, the Linden
Unified School District, the Tracy Unified School District and the County Office of Education also
operate schools located within the City.

There are also more than 20 private schools located within the City offering elementary and
secondary education.

There is also one central, three branch City libraries and two mobile library units holding more
than one million books in the collection. There are also seven County library branches located within the

City.

Recreation. The City is situated along the San Joaquin Delta waterway which connects to the
San Francisco Bay and the Sacramento and San Joaquin Rivers and is also located in close proximity to
Lake Tahoe and Yosemite National Park. There are approximately 619 acres of parkland located within
the City.

The Stockton Children’s Museum is located in downtown Stockton and offers educational
experiences based upon hands-on, play-based exhibits that enhance a child’s understanding of how the
world works. The Museum features more than a dozen different child-sized environments that recreate
the ambience of a small city where merchants, bankers and doctors might mingle among the grocery
shoppers, fast food customers and canning crew.

The 5,000 seat Stockton Ballpark that opened in April 2005 is the home of the Stockton Ports
single A minor league team for the Oakland Athletics features four luxury suites, lawn seating, a family
recreation area and a barbeque area with umbrella seating behind the outfield.

The City Centre Cinema Complex in downtown Stockton offers a 16-screen movie theater,
restaurants and retail shopping.

The 220,000 square foot, 10,000 seat Stockton Arena is the home of the California Cougars
Major Indoor League Soccer Team, the Stockton Thunder Minor League Hockey Team and the Stockton
Lightning Arena Football Team. A seven-level, 236,100 square foot, 592-space Event Center parking
structure, located adjacent to the Stockton Arena includes 16,997 square feet of office/retail space.

The 2,042-seat Bob Hope Theater is located in the historic former Fox Theater that was
constructed in 1930. This performing arts center hosts national and local theatrical, musical, comedy and
dance productions.

The Gary & Janice Podesto IMPACT Teen Center, located in downtown Stockton, features four
bowling lanes, a half-court basketball area, stage, meeting rooms, game rooms, classrooms, a computer

lab, snack bar, and a climbing wall.

The City also operates a Skate Park and Ice Arena and offers various other sports and recreational
opportunities through the City Park and Recreation Department.

A-11
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APPENDIX B

CITY OF STOCKTON COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE FISCAL YEAR ENDED JUNE 30, 2008
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